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Negotiations with foreign commercial bank creditors on reducing Mexico's foreign debt principal
and toward obtaining new loans were resumed in New York on May 17. The talks have been
proceeding at a slow pace. Bankers argue they need enhancements to make new loans, whether
in the form of government guarantees or private arrangements. On May 15, during a meeting to
discuss debt reduction with the deputy finance ministers of the Group of Seven, bankers indicated
that enhancements were necessary for granting new loans. Bankers involved in the meeting told
the New York Times that the finance ministers rejected the idea of government involvement.
The Group of 7 includes the US, Japan, West Germany, Britain, Canada, France and Italy. An
unidentified banker told the Times on May 16 that he expects Mexico to use the liberalization of
their foreign investment rules (see article above) to argue that the bankers should not press for debtequity swaps. The swaps permit a loan to be paid off by exchanging it for investment in Mexican
companies. The new rules do not allow for such swaps, but permit majority ownership of a company
by foreigners. Bankers favor the debt-equity swap as one of the enhancements for debt reduction,
in part because the deals can generate high fees. Negotiations began April 19 and were recessed
for about 10 days with the aim of providing time for the committee representing Mexico's bank
creditors to prepare a counterproposal. Mexico has requested between $24 billion to $27 billion debt
reduction and new loans over a six-year period. The banks have indicated they will offer Mexico less
than it has requested, but the counterproposal is not yet available. The banks' offer will include a
range of options to encourage new lending. One such option is a trade facility under which a new
loan would first go to the government, and after a fixed period of time the bank would be able to use
some of the money to finance trade. (Basic data from New York Times, 05/17/89; Notimex, 05/16/89;
Xinhua, 05/11/89)
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